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To  The  Members  of  the  Forty-Fifth 
Legislative  Assembly: 

Transmitted  herein  is  the  fifth  biennial  report  of  the  Legislative 
Auditor.   I  am  submitting  this  report  pursuant  to  the  provisions  of 
Section  79-2310(6),  R.C.M.  1947,  which  requires  the  submission  of  this 
report  during  the  first  week  of  the  Legislative  Session. 

This  report  summarizes  the  activities  of  the  Legislative  Audit 
Committee  and  the  Legislative  Auditor  for  the  past  biennium.   It  also 
presents  background  information  on  the  Office  of  the  Legislative  Auditor 
and  the  manner  in  which  it  operates. 

During  the  biennium,  we  performed  extensive  fiscal  audits  of  state 
agencies  and  concentrated  on  the  development  and  implementation  of  a 
program/performance  audit  capability.   We  also  instituted  a  competitive 
bid  process  wherein  public  accounting  firms  are  engaged  under  contract 
to  perform  audits  of  state  agencies.   These  matters  are  discussed  more 
fully  in  this  report. 

The  members  of  the  Legislative  Audit  Committee  contributed  sig- 
nificantly to  the  success  of  the  legislative  audit  program  during  the 
biennium.   I  thank  each  of  them  for  their  active  interest  and  support. 

Respectfully  submitted. 


^t^^  S^  fi^^>--f^^ 


Morris  L.  Brusett 
Legislative  Auditor 
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INTRODUCTION 


Auditing^  in  its  broadest  sense^  is  a  systematic 

PROCESS  OF  evaluation  AND  APPRAISAL  OF  PROCEDURES  AND 

operations  for  the  purpose  of  determining  conformity  with 
generally  accepted  or  prescribed  criteria. 

Prior  to  1967^  there  was  virtually  no  auditing  of  state 

AGENCIES  IN  MONTANA.   In  1967^  THE  LEGISLATURE  ENACTED  THE 

"Legislative  Audit  Act"  creating  a  legislative  post-audit 
FUNCTION  IN  Montana  state  government. 

The  act  established  the  Legislative  Audit  Committee  of 
the  Montana  Legislature  and  the  Office  of  the  Legislative 
Auditor.  The  Legislative  Audit  Committee  and  the  Office  of 
THE  Legislative  Auditor  provide  the  Legislature^  its  com- 
mittees^ and  its  members  with  factual  and  timely  information 

VITAL  TO  THE  DISCHARGE  OF  THEIR  LEGISLATIVE  DUTIES.   ThIS 
FIFTH  BIENNIAL  REPORT  SUMMARIZES  THESE  OPERATIONS  OVER  THE 
PAST  TWO  YEARS. 
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THE  LEGISLATIVE  AUDIT  COmiTTEE 

The  Legislative  Audit  Committee  is  a  bicameral  and  bi- 
partisan STANDING  committee  OF  THE  MONTANA  LEGISLATURE.   It 

is  bicameral  in  that  it  consists  of  four  members  of  the 
Senate  and  four  members  of  the  House  of  Representatives.  It 
is  bipartisan  in  that  no  more  than  two  of  the  members  from 

EACH  HOUSE  CAN  BE  MEMBERS  OF  THE  SAME  POLITICAL  PARTY.   ThE 

eight  members  of  the  audit  committee  are  appointed  by  the 
sixtieth  legislative  day  in  the  same  manner  as  are  the  other 
standing  committees  of  the  legislature.  membership  on  the 
Audit  Committee  terminates  with  the  termination  of  each 
member's  term  of  office^  the  sixtieth  legislative  day  or 
when  a  successor  is  appointed^  whichever  event  occurs  first. 

The  Audit  Committee  appoints^  consults  with  and  advises 
THE  Legislative  Auditor.  The  Audit  Committee  also  reviews 

THE  AUDIT  reports  SUBMITTED  BY  THE  LEGISLATIVE  AUDITOR  AND 

is  the  channel  through  which  audit  reports  become  publically 
released. 

Membership 

Members  and  officers  of  the  Legislative  Audit  Committee 
during  the  current  biennium  are: 
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Senators 
Michael  T.  Greely 
Great  Falls 


Representatives 
John  Driscoll 
Hamilton 


Matt  A.  Himsl 
Kalispell 


Robert  A.  Ellerd 
Bozeman 


Jean  A.  Turnage 

POLSON 


Harold  E.  Gerke 
Billings 


CoRNiE  R.  Thiessen 
Lambert 


Lloyd  C.  Lockrem^  Jr 
Billings 


Senator  Matt  A.  Himsl  was  elected  by  the  Audit  Com- 
mittee AS  chairman  for  the  1975-77  biennium.  Representative 
Harold  E.  Gerke  was  elected  vice-chairman^  and  Senator 
Cornie  R.  Thiessen  was  elected  secretary  of  the  Audit  Com- 
mittee. 

Meetings 

The  Legislative  Audit  Committee  held  19  meetings  during 

THE  1975  AND  1976  CALENDAR  YEARS.   At  THESE  MEETINGS  THE 

Audit  Committee  elected  its  officers^  reestablished  its 

RULES  OF  order  AND  ACTIVITIES^  REAPPOINTED  THE  LEGISLATIVE 

Auditor,  adopted  a  detailed  budget^  received  financial 

REPORTS  OF  THE  LEGISLATIVE  AuDITOR's  OPERATIONS,  APPROVED 
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the  audit  program,  and  received  and  reviewed  ^0  audit 
reports  submitted  by  the  legislative  auditor. 

The  Audit  Committee  also  received  and  reviewed  quarterly 
reports  during  the  biennium  from  the  attorney  general  on  the 
financial  status  and  progress  of  the  workers'  compensation 

INVESTIGATION.   ThE  INVESTIGATION,  WHICH  WAS  IN  PROCESS  AT 
THE  OUTSET  OF  THE  BIENNIUM,  REMAINS  IN  PROCESS  AT  THE  END  OF 
THIS  BIENNIUM. 
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THE  LFGISLATIVE  AUDITOR 

The  Legislative  Auditor  is  solely  responsible  to  the 
Legislative  Assembly^  and  operates  primarily  through  the 
Legislative  Audit  Committee.  His  term  of  office  is  for  two 
years  beginning  July  1  of  each  odd  numbered  year.  However^ 
the  Audit  Committee  may  remove  him  from  office  at  any  time 

FOR  misfeasance,  MALFEASANCE  OR  NONFEASANCE  IN  OFFICE,  AFTER 

notice  and  hearing. 

.  While  the  Legislative  Auditor  is  authorized  by  law  to 
ISSUE  reports  which  include  comments,  recommendations  and 
suggestions,  he  has  no  authority  in  law  to  enforce  the 
recommendations  or  suggestions  nor  otherwise  influence  or 
direct  executive  or  legislative  action. 

The  Legislative  Auditor  has  the  statutory  authority  to 
examine  all  the  books,  accounts  and  records,  confidential  or 
otherwise,  of  a  state  agency  at  any  time.  However,  this 
authority  is  not  construed  as  authorizing  the  publication  of 

INFORMATION  WHICH  THE  LAW  PROHIBITS  PUBLISHING.   AlL  STATE 
AGENCIES  ARE  REQUIRED  BY  LAW  TO  AID  AND  ASSIST  THE  LEGIS- 
LATIVE Auditor  in  the  auditing  of  books,  accounts  and 

RECORDS. 
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Duties 

The  Legislative  Auditor  has  two  general  duties  prescribed 
BY  THE  Legislative  Audit  Aci: 

1.  Conduct  audits  of  state  agencies,  programs  and 
operations. 

2.  Assist  the  Legislature,  its  committees,  and  its 
members  during  legislative  sessions  by  gathering 
and  analyzing  information  when  requested. 

Audit  Objectives 

The  GENERAL  OBJECTIVES  OF  AUDITS  PERFORMED  BY  THE 

Office  of  the  Legislative  Auditor  are  prescribed  by  law. 
They  are  "to  determine  whether: 

1.  The  agency  is  carrying  out  only  those  activities 
OR  programs  authorized  by  the  Legislative  Assembly 
and  is  conducting  them  efficiently  and  effectively. 

2.  Expenditures  are  made  only  in  furtherance  of 
authorized  activities  and  in  accordance  with  the 
requirements  of  applicable  laws  and  regulations. 
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3.  The  agency  collects  and  accounts  properly  for  all 
revenues  and  receipts  arising  from  its  activities. 

4.  The  ASSETS  of  the  agency  or  in  its  custody  are 
adequately  safeguarded  and  controlled  and  utilized 
in  an  efficient  manner. 

5.  Reports  and  financial  statements  by  the  agency  to 
THE  Governor^  the  Legislative  Assembly^  and 
central  control  agencies  disclose  fully  the  nature 
and  scope  of  the  activities  conducted^  and  provide 
a  proper  basis  for  evaluating  the  agency 's  oper- 
ATIONS." 

Audit  Standards 

The  Office  of  the  Legislative  Auditor  has  adopted  the 
standards  and  procedures  for  auditing  established  and 
advocated  by  the  american  institute  of  certified  public 
Accountants  (AICPA)y  and  the  United  States  General  Accounting 
Office  (GAO).  These  standards  and  procedures  include  the 
Statements  Qr  Auditing  Standards,  and  Industry  Audit  Guides, 
published  by  the  american  institute  of  certified  public 
Accountants,  and  the  Standards  For  Audit  o£  Governmental 
Organizations,  Programs,  Activities,  mh  Functions,  pub- 
lished BY  THE  United  States  General  Accounting  Office. 
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Audit  Reports 

Audit  reports  prepared  by  the  Legislative  Auditor 
present  factual  comments  and  meaningful  recommendations  for 
constructive  and  practical  improvements  in  state  agency 

OPERATIONS  AND  PROGRAM.   ThE  AUDIT  REPORTS  GENERALLY  INCLUDE 

the  response  of  the  audited  agencies  to  the  matters  pre- 
sented in  the  audit  reports. 

The  audit  reports  prepared  by  the  Legislative  Auditor 

ARE  public  documents.   ThEY  ARE  MADE  PUBLIC  BY  PRESENTATION 

TO  THE  Audit  Committee  and  are  routinely  distributed  to  the 

AGENCIES  AUDITED^  THE  STATE  DEPARTMENT  OF  AdMINI STRATIONy 

THE  Governor  and  the  Attorney  General.  They  are  also 
distributed  to  the  appropriate  legislative  committees  as 
well  as  to  legislators  and  members  of  the  general  public  who 
have  indicated  an  interest  in  receiving  the  reports. 
Copies  of  the  audit  reports  are  available  upon  request^  to 
anyone  free  of  charge. 

The  audit  reports  issued  during  the  past  biennium  are 

LISTED  ON  page  31 ■  MaJOR  REPORTS  ILLUSTRATING  THE  DIVER- 
sification of  audits  are  summarized  beginning  on  page  25. 
The  audit  assignments  in  progress  at  December  51,   1976,  for 

WHICH  AUDIT  reports  WILL  BE  FORTHCOMING  ARE  LISTED  BEGINNING 
ON  PAGE  21. 
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Type  of  Audits 

The  Office  of  the  Legislative  Auditor  has  the  staff 

RESOURCES   AND    EXPERTISE   TO   CONDUCT   ANY   TYPE   OF   AUDIT.      ThERE 

are  three  basic  categories  of  audits  carried  out  by  the 
Office  of  the  Legislative  Auditor^  and  its  counterparts  at 

THE    FEDERAL   LEVEL  AND    IN   OTHER    STATES.      ThESE   ARE: 

—Comprehensive  Audits 

—Fiscal  Audits 

—Performance  Audits 
These  three  general  categories  include  various  types  of 
audits^  some  of  which  are  traditional  in  nature  and  some  of 

WHICH   ARE   MORE   CONTEMPORARY.      ThE    RELATIONSHIP   OF   THE 
VARIOUS   TYPES   OF   AUDITS    IS    SHOWN    IN   THE    FOLLOWING   CHART 
WHICH   DEPICTS   THE    SCOPE   OF   GOVERNMENTAL   AUDITS. 

SCOPE  OF  GOVERNMENTAL  AUDITS 

COMPREHENSIVE  AUDITS 

I 1 

FISCAL  AUDITS  PERFORMANCE  AUDITS 

I 1  I 1 

- (See  Jtote) I 

FINANCIAL  AUDITS  COMPLIANCE  AUDITS  MANAGEMENT  AUDITS PROGRAM  AUDITS 

I 1     I 1    I 1    I 1 

Account.ibn  Lty             Legality                   Economic  and  Efficient  Effective  Operation 

Purpose                                                     Operation  of  Programs  of  Programs 
of  Work 

Financial  Transactions     Compliance  with  Laws,       Assess  Efficiency  and  Assess  Achievement  of 

Regulations  and            Economy  of  Operations  Legislative  Intent 
Procedures 

Fo< us     Financial  Statements       Federal  and  State  Laws      Personnel,  Fpcilities, 
of  Work  and  Regulations  Resources 

.Accomplishment 

.Acquisition 

.Control 

.Utilization 

Legislative  Intent,  Implicit  or  Explicit  Objectives 
Management  Rrpresenta^  ions  and  Performance  Standards 

PAST I PAST.  PRESENT  AND  FUTURE  I 

fi'A  OPINIONS      I  JUDGMENTS,  CONCLUSIONS,  RECOMMENDATIONS  i 

Note:   Fiscal  Audits  conducted  by  the  Office  of  tht-  Legislative  Auditor  Include  these  aspects. 
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Comprehensive  Audits 

Comprehensive  audits  generally  encompass  all  the  other 

TYPES  of  audits.   WhEN  FOCUSED  UPON  AGENCIES  OF  ANY  SIZE  AND 
PROPERLY  DONE^  COMPREHENSIVE  AUDITS  REQUIRE  EXTENSIVE 
COMMITMENTS  OF  STAFF  TIME  AND  RESULT  IN  AUDIT  REPORTS  WHICH 
ARE  VOLUMINOUS.   FOR  THIS  REASON^  NO  COMPREHENSIVE  AUDITS 
WERE  UNDERTAKEN  DURING  THE  BIENNIUM.   RaTHER^  THE  RESOURCES 
OF  THE  OFFICE  HAVE  BEEN  CONCENTRATED  ON  FISCAL  (FINANCIAL/ 
compliance)  AUDITS  AND  PERFORMANCE  (pROGRAM/PERFORMANCE) 
AUDITS. 

Fiscal  Audits 

The  fiscal  or  financial/compliance  audit  encompasses 
(a)  the  traditional  CPA  financial  audit^  (b)  the  compliance 

AUDITy  AND  (c)  A  LIMITED  PROGRAM/PERFORMANCE  AUDIT.   ThE 
primary  objectives  of  FISCAL  AUDITS  ARE  TO  ASCERTAIN  THAT: 

1.  Expenditures  are  made  only  in  furtherance  of 
authorized  activities  and  in  accordance  with  the 
requirements  of  applicable  laws  and  regulations. 

2.  An  agency  collects  and  accounts  properly  for  all 
revenues  and  receipts  arising  from  its  activities. 
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3.  The  assets  of  an  agency  or  in  its  custody  are 
adequately  safeguarded^  controlled  and  utilized  in 
an  efficient  manner. 

4.  Reports  and  financial  statements  by  an  agency  to 
THE  Governor^  the  Legislature^  and  central  control 

AGENCIES  DISCLOSE  FULLY  THE  NATURE  AND  SCOPE  OF 
THE  ACTIVITIES  CONDUCTED^  AND  PROVIDE  A  PROPER 
BASIS  FOR  EVALUATING  THE  AGENCY' S  OPERATIONS. 

A  SECONDARY  OBJECTIVE  OF  FISCAL  AUDITS  IS  TO  IDENTIFY 
INSTANCES  AND  AREAS  WHERE  AGENCY  OPERATIONS  OR  PROGRAMS  ARE 
UNECONOMICAL^  INEFFICIENT  AND/oR  INEFFECTIVE.   ArEAS  OF 

ineconomy^  inefficiency,  or  ineffectiveness  may  or  may  not 
be  developed  and  reported  in  conjunction  with  fiscal  audits, 
They  may  be  developed  as  separate  program/performance 

AUDITS  depending  UPON  THE  MAGNITUDE  OF  THE  AREAS  AND  THE 
NEED  FOR  CONCENTRATED  AUDIT  RESOURCES. 

Program/Performance  Audits 

Program/performance  audits  focus  upon  efficiency, 
economy,  and  accomplishment  or  lack  of  accomplishment. 
The  EMPHASIS  in  the  Office  of  the  Legislative  Auditor  today 

IS  BEING  placed  ON  DETERMINING  WHETHER  STATE  AGENCY  OPER- 
ATIONS AND  PROGRAMS  ARE  EFFECTIVE.   ThAT  IS,  ARE  THEY 
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accomplishing  what  they  were  established  to  accomplish  and 
are  there  more  efficient^  economical^  and  effective  ways  of 
accomplishing  the  same  thing. 

The  potential  benefit  from  performance  audits  is: 

—Increased  legislative  understanding  of  selected 
programs; 

—Improved  government  operations  and  services;  and 

—Identification  of  ways  to  save  money  by  increasing 
the  effectiveness  of  operations  or  decreasing  expen- 
ditures. 

The  major  differences  between  the  program/performance 
audits  and  the  fiscal  audits  are: 

—Program  audits  may  or  may  not  be  done  by  accountants^ 

while  fiscal  audits  are  done  by  ACCOUNTANTS; 

--Technique  and  approach. 

Because  of  the  absence  of  well  developed  practices  and 

AUDIT  techniques  IN  THE  PROGRAM/PERFORMANCE  AUDIT  AREA^  WE 
are  using  a  FIVE-PHASE  APPROACH.   ThIS  APPROACH  IS  SIMILAR 
TO  THAT  BEING  USED  BY  OTHER  STATES^  AND  IS  PRESENTED  ON  THE 
FOLLOWING  DIAGRAM. 
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PROCESS  FOR  INITIATION  AND  COMPLETION  OF  PROGRAM/ PERFORMANCE  AUDITS 


Phase 


1 .   Identification 


Legislative 
Auditor 

Legislative  Auditor  and 
staff  identify  areas, 
topics,  programs,  etc., 
for  possible  audit. 


Legislative 
Audit  Committee 

Members  of  Legislative 
Audit  Committee  refer 

areas  for  potential 

audit . 


2.   Preliminary  Survey 


3.   Specification 


Legislative  Auditor 
selects  areas,  topics, 
programs,  etc.,  for 
brief  review  to  assess 
problems  and  determine 
merit  of  further  work. 
Memo  summarizing  pre- 
liminary surveys  sent 
to  Legislative  Audit 
Committee.     — — — 


Legislative  Auditor  and 
staff  prepare  a  detail 
plan  to  carry  out  the 
audit  selected  by 
Legislative  Audit 
Committee,  i 


Legislative  Audit 
Committee  reviews 
survey  report,  meets 
and  selects  areas 
for  further  work. 


i     4.   Development 


Legislative  Auditor  and 
staff  perform  detail  audit 
work  to  develop  an  audit 
report.    i 


5.   Report 


Legislative  Auditor  and 
staff  prepare  audit  report, 
using  same  process 
presently  used  for  audit 
reports.   Send  report  out 
to  Legislative  Audit 
Committee.   ^.~—^— 


^  Review  audit  report 
and  meet  to  discuss 
and  release  to  public, 
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ARFAS  OF  EMPHASIS  DURING  THE  BIENNIUM 
In  addition  to  an  expansion  of  the  conduct  of  fiscal 

AUDITS  during  THE  BIENNIUMy  SPECIAL  EMPHASIS  WAS  GIVEN  TO 
DEVELOPMENT  OF  A  SOUND  PROGRAM/PERFORMANCE  AUDIT  CAPABILITY 

and  a  cpa  contract  audit  program. 
Program/Performance  Capability 

Special  emphasis  was  given  during  the  biennium  to  the 

DEVELOPMENT  OF  THE  OFFICE  OF  THE  LEGISLATIVE  AuDITOR's 
ABILITY  TO  CONDUCT  PROGRAM/PERFORMANCE  AUDITS.   ThE  STATE  OF 

the  art  in  performance  auditing  and  program  evaluation  and 
review  throughout  the  country  was  researched  and  analyzed. 
Based  on  this  research  and  analysis^  procedures  to  plan^ 

MANAGE  AND  COMPLETE  PROGRAM/PERFORMANCE  AUDITS  WERE  FORMU- 
LATED^ AN  INTERDISCIPLINARY  STAFF  WAS  ASSEMBLED^  AND  MAJOR 
program/performance  audits  WERE  UNDERTAKEN.   A  REPORT  BASED 
ON  ONE  OF  THESE  AUDITS,  IhE  MED.   EQR  MiLK  PrICE  REGULATION 

In  Montana  was  issued  in  December  1976  and  two  more.  Report 
Qm  M  Effectiveness  Qe  Financing  am  Selected  Eligibility, 
Job  Search  and  Benefit  Payment  Operations  qe  ihe.  Unemployment 
Insurance  Program  and  Report  oji  ih£  Implementation  ql  ihl 
Aircraft  Pool  Lm  mi  Other  Aspects  qe  ime  State's  Aircraft 
Operations  will  be  issued  in  early  January  1977.  These 

AUDIT  reports  CONTAIN  MAJOR  RECOMMENDATIONS  FOR  THE  IMPROVE- 
MENT AND  INCREASED  EFFECTIVENESS  OF  THE  RESPECTIVE  STATE 
GOVERNMENT  PROGRAMS. 


CPA  Contract  Audits 

The  Office  of  the  Legislative  Auditor  instituted  a 
pilot  program  prior  to  the  biennium  under  which  certified 
public  accountants  were  engaged  under  contract  by  the 
Legislative  Auditor  to  conduct  financial/compliance  audits 

OF  STATE  agencies.   ThE  PURPOSE  OF  THE  PROGRAM  WAS  TO 
BROADEN  THE  RESOURCES  AVAILABLE  TO  THE  OFFICE  OF  THE  LEGIS- 
LATIVE Auditor^  enabling  more  timely^  concurrent  audits  of 

STATE  AGENCIES. 

During  the  biennium^  22  different  CPA  firms  were 
engaged  under  competitively  bid  cpa  audit  contracts  totaling 
approximately  $^00^000.  Twenty-five  contract  audit  reports 
were  issued  by  the  office  of  the  legislative  auditor  during 
the  biennium  and  1^  contract  audits  were  in  progress  at 
December  31>  1975. 
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Other  Significant  Changes 

In  1967,  THE  Legislative  Audit  and  Fiscal  Analysis 
functions  were  established  under  separate  committees. 
During  the  following  years  the  fiscal  analysis  function  fell 

BY  the  wayside,  AND  ITS  WORK  WAS  ASSUMED  IN  PART  BY  THE 

Office  of  the  Legislative  Auditor.  The  legislature  re- 
established the  fiscal  analysis  function  WITHIN  OUR  OFFICE 

in  1973j  however,  during  the  1975  Legislative  Session  the 
"Legislative  Finance  Act"  was  enacted  transferring  the 
fiscal  analysis  function  to  a  newly  created  Legislative 
committee  and  Legislative  Fiscal  Analyst's  Office. 

The  Audit  Committee  and  Legislative  Auditor  supported 

the  concept  of  a  separate  fiscal  analysis  function.  The  pre- 
expenditure  analysis  and  review  and  approval  or  disapproval 
OF  executive  budget  requests  and  budget  amendments  was  not 
conducive  to  an  independent  and  effective  post-audit  and 
evaluation  function  sought  and  carried  out  by  the  audit 
Committee  and  the  Legislative  Auditor. 

While  the  fiscal  analysis  and  post-audit  functions  are 
separate  they  compliment  each  other  and  result  in  effective 
legislative  oversight  of  executive  agency  operations.  With 

FISCAL  analysis  OF  EXECUTIVE  BUDGET  REQUESTS  AND  REVENUE 

ESTIMATES  PRIOR  TO  THE  APPROPRIATION  PROCESS  ON  ONE  HAND, 

AND  POST-AUDIT  EVALUATION  OF  PROGRAM/APPROPRIATION  EXPENDITURES 
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after  the  appropriation  process  on  the  other  hand^  the 
Legislature  has  independent  information  about  the  fiscal  and 
operating  affairs  of  state  government.  consequently.  the 
Legislature  can  make  its  own  decisions  about  where  to 
appropriate  money.  how  much  to  appropriate.  and  whether  the 
appropriations  have  accomplished  the  intended  results. 

Another  significant  change  during  the  biennium  was  the 
implementation  of  a  formal  recommendations  follow-up  pro- 
CEDURE.  Six  MONTHS  after  an  audit  report  is  ISSUED.  WE  ASK 

the  audited  agency  to  submit  a  written  summary  of  what 
action  has  been  taken  to  implement  audit  recommendations, 
and  to  explain  why  action  has  not  been  taken  if  appropriate. 
This  procedure  allows  the  Audit  Committee  to  monitor  efforts 

TO  increase  ACCOUNTABILITY  AND  EFFECTIVENESS  WITHIN  THE 
AGENCY.   It  also  PROVIDES  THE  AUDIT  COMMITTEE  WITH  INFOR- 
MATION CONCERNING  PROBLEM  AREAS  WHICH  MAY  WARRANT  LEGIS- 
LATIVE ATTENTION. 
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ORGANIZATION 
Inasmuch  as  the  Legislative  Auditor  is  charged  with 

PERFORMING   AUDITS   OF   BOTH  A    FISCAL  AND   PROGRAM/PERFORMANCE 

nature^  the  office  of  the  legislative  auditor  is  organized 
in  a  fashion  suitable  to  the  type  of  audits  being  conducted. 
The  Office  of  the  Legislative  Auditor  is  organized  as  follows 


OFFICE  OF  THE   LEGISLATIVE   AUDITOR 


ORGANIZATION   CHART 


Kin.im  hil/Complinnc 
and    Com  nuLud    Audi 


Syst.'ins 
An.il  vsl 


Contr.irted 


Legislative  Audit  Commltte 


Legislative  Auditor 


As  Assigned 

Prim  fpal  Manager 

Manager 

Supervisor 

Seniors 

Assistants 

Deputy 

Administration  and 

Program  Audits 


Principal  Program  Administrative    Executive 
Audit  Manager       Officer        Secretary 


As  Asslj^ned 

Office 
Accountant 

Secretary 

Manager 
Supervisor 

Seniors 
Assistants 

1 

Clerk 
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STAFF  MEMBERS 

The  Office  of  the  Legislative  Auditor  is  staffed  by  a 
professional  and  inter-disciplinary  staff^  including  certi- 
fied public  accountants^  economists^  statisticians^  computer 
specialists^  general  business  administration  graduates  and 

AN  ATTORNEY.   AlL  OF  THE  AUDITORS  MEET  THE  FOLLOWING  MINIMUM 

qualifications: 

—A  bachelor's  DEGREE  OR  HIGHER  FROM  A  RECOGNIZED 
COLLEGE  OR  UNIVERSITY; 

~A  HIGH  LEVEL  OF  INTELLIGENCE  AND  POTENTIAL  FOR 
GROWTH; 

—The  ability  to  assimilate  large  masses  of  complex 
and  diversified  data  and  draw  meaningful  conclusions; 

—Knowledge  of  generally  accepted  principles^  theory^ 

AND  practice  OF  AUDITING  AND  ACCOUNTING  AND  OF  THEIR 
application  TO  MANAGEMENT  DECISIONS  AND  ACCOUNTING 

problems; 

—The  ability  to  work  with  others  on  a  professional 
plane;  and 

—An  UNUSUAL  AMOUNT  OF  IMAGINATION,  CREATIVENESS, 
ANALYTICITY,  PERSERVERANCE,  AND  RESOURCEFULNESS, 
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In  addition  to  the  foregoing  basic  requirements^ 

AUDITORS  are  ENCOURAGED  TO  SEEK  ADVANCED  ACADEMIC  DEGREES^ 
TAKE  AND  PASS  THE  CERTIFIED  PUBLIC  ACCOUNTANT  EXAMINATION 
AND  ATTAIN  OTHER  FORMS  OF  PROFESSIONAL  RECOGNITION.   ThEY 
ARE  ASSISTED  IN  THESE  ENDEAVORS  BY  A  FORMAL  TRAINING  PROGRAM 
WHICH  INCORPORATES  BOTH  ON  THE  JOB  TRAINING/DEVELOPMENT  AS 
WELL  AS  FORMAL  CLASSROOM/SEMINAR  TYPES  OF  TRAINING. 

The  staff  members  at  December  31^  1976  are  as  follows: 

Legislative  Auditor  -  Morris  L.  Brusett,  CPA 

Deputy  Legislative  Auditor:   Administration  and 
Program  Audits  -  Joseph  J.  Calnan 

Deputy  Legislative  Auditor:   Financial /Compliance 
and  Contracted  Audits  -  Ellen  J.  Feaver,  CPA 

Legal  Counsel  -  John  W.  Northey,  JD 


Program  Audit  Staff 

Principal  Manager:   Wendell  A.  Deadmond,  CPA 

Claudia  D.  Denker,  MBA 

Thomas  L.  Herzig,  MBA 

Glen  D.  Leavitt,  MBA 

Scott  A.  Seacat,  MBA 

John  R.  Snyder,  MS 

Karl  Z.  Zeier,  CPA 


Office  Staff 
Administrative  Officer :   Kathy  L.  Seacat 
Office  Accountant:   Ruth  H.  Noland 
Executive  Secretary:   Rose  M.  Munger 
Secretary:   Donna  M.  Mix 
Secretary/ Clerk:   Nelma  MacDonald 


Financial/ Compliance  Audit  Staff 


Charles  D.  Avery 
Dennis  E.  Crawford 


Marvin  H 
Miral  D. 
James  H. 
David  K. 
Wayne  J. 
Gayle  R. 
Jim  G.  Manning 
Karen  A.  Munro 


Eicholtz 
Gamradt 
Gillett,  CPA 
Gould,  MS 
Kedish,  CPA 
Larson 


Patricia  S.  Nelson 
Jack  C.  Nielson,  CPA 
Bruce  J .  Ready 
William  G.  Salisbury,  Jr, 
David  L.  Sather,  CPA 
Steven  P.  Sikes 
Jerry  R.  Smith 
James  T.  Sveinson 
Richard  L.  Tamblyn,  CPA 
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(\\\\)m   IN  PROGRESS  AT  TlFrFMRFR  31.  1976 

Administration 

Architecture  and  Engineering 
Board  of  Investments 
Data  Processing  and  Accounting 
Department  of  Administration 
Merit  System  Bureau 
Public  Employees'  Retirement  System 
State  Treasurer 
Teacher's  Retirement  System 
Community  Affairs 

Aeronautics  (Program) 
Education 

Bicentennial  Commission 
Miles  Community  College 
Montana  Historical  Society 
College  of  Mineral  Science  and  Technology 
Northern  Montana  College 
University  of  Montana 
Western  Montana  College 
Fish  and  Game 

Department  of  Fish  and  Game 
Highways 

Department  of  Highways 
Institutions 

Boulder  River  School  and  Hospital 
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ftlipjT^  TN  PRnCiRFSS  AT  PFThPFR  ^1-   ™^  (Continued) 

Labor  and  Industry 

CETA 

Employment  Security  Division  (Program) 
Livestock 

Department  of  Livestock 
Professional  Licensing 

Board  of  Real  Estate 
Social  and  Rehabilitation  Services 

Department  of  Social  and  Rehabilitation  Services 
State  Lands 

Department  of  State  Lands 
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■SUMMARY  OF  RFmmENDATIQNS 

The  40  AUDIT  reports  issued  during  the  biennium  contained 
OVER  1,000  recommendations  relating  to  the  operation  of 
state  agencies.  The  purpose  of  the  recommendations  is  to 
provide  better  accountability  and  management  of  state 

RESOURCES  AND  ACTIVITIES.   MaNY  OF  THE  REPORTS  INCLUDED 

recommendations  which  address  recurring  problems  such  as  the 
following: 

1.  Failure  to  adequately  control  fixed  assets; 

2.  Failure  to  record  and  collect  all  money  due  the 
state; 

3.  Lack  of  adequate  internal  control  over  cash 
payroll  and  employee  leave; 

4.  Failure  to  properly  record  and  document  employee 
travel; 

5.  Failure  to  make  timely  deposit  of  funds  in  the 
state  treasury; 

6.  Failure  to  make  optimum  use  of  the  state  invest- 
ment program. 


-23- 


Some  of  the  recommendations  made  during  the  biennium 
were  not  of  a  recurring  nature  but  rather  address  unique 
issues  such  as  the  following: 

1.  Statutory  and  administrative  changes  in  the  Milk 
Price  Control  program  including  repeal  and  dis- 
continuance OF  fixed  resale  prices; 

2.  Centralize  and  improve  purchasing  activities  on 
the  university  campuses; 

3.  Coordinate  and  interface  special  agency  accounting 
systems  and  the  statewide  budgeting  and  accounting 
System; 

^.   Establish  more  effective  controls  over  the  funds 
belonging  to  patients  in  state  institutions; 

5.  Improve  individual  income  tax  field  audit  activities; 

6.  Establish  agency-wide  financial  accountability  and 
reporting  systems  for  fiscal  information  provided 
to  management; 

7.  Determine  the  cost  of  trees  in  state  owned  forests 
and  use  this  information  in  accounting  and  sales 
processes. 
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SUmARY  OF  MAJOR  REPORT 
BOARD  OF  MILK  CONTROL 

The  Report  or  ihe  Meeh  Em  Milk  Price  Regulation  m 
Montana  was  issued  in  December  1976.  It  is  the  result  of  a 
program/performance  audit.  The  audit  focused  on  the  milk 
price  control  program  administered  by  the  Milk  Control  Board 
AND  the  Milk  Control  Division  of  the  Department  of  Business 
Regulation. 

The  report  concludes  that  milk  price  control  at  the 
resale  (wholesale  and  retail)  levels  has  resulted  in  the 
stifling  of  competition  to  the  detriment  of  both  dairy 
farmers  and  consumers^  the  very  ones  the  program  is  supposed 
to  protect  and  benefit.  As  a  result,  milk  is  overpriced  and 
less  milk  is  being  consumed. 

The  report  recommends  sweeping  statutory  and  admin- 
istrative CHANGES  IN  THE  CURRENT  MILK  PRICE  CONTROL  PROGRAM 
including  REPEAL  AND  DISCONTINUANCE  OF  THE  FIXING  OF  RESALE 
PRICES. 
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SUMMARY  OF  MAJOR  REPORT 
MONTANA  STATE  UNIVERSITY 

The  Report  or  Examination  ql  Financial  Statements  at 
Montana  State  University  was  issued  in  February  1976.  The 

REPORT  WAS  a  RESULT  OF  A  FINANCIAL/COMPLIANCE  AUDIT  OF 

Montana  State  University^  the  Montana  Agricultural  Experiment 
Station  and  the  Montana  Cooperative  Extension  Service. 

The  report  resulted  in  an  adverse  opinion  on  the 
financial  statements  of  the  university  and  a  qualified 
opinion  on  the  financial  statements  of  the  experiment 

STATION  AND  THE  EXTENSION  SERVICE.   It  INCLUDES  COMMENTS  ON 
THE  CONSTITUTIONAL  STATUS  OF  THE  MONTANA  UNIVERSITY  SYSTEM^ 
THE  university's  ACCOUNTING  SYSTEM^  UnIVERSITY-FoUNDATION 
TRANSACTIONS^  STUDENT  AID>  PURCHASING  AND  PAYROLL. 

The  REPORT  ALSO  INCLUDES  RECOMMENDATIONS  FOR  IMPROVE- 
MENTS IN  THE  OPERATING  AND  FINANCIAL  REPORTING  PRACTICES  OF 
THE  UNIVERSITY.   MaNY  OF  THESE  RECOMMENDATIONS  APPLY  TO  THE 
UNIVERSITY  SYSTEM  AS  A  WHOLE.   ThIS  WAS  THE  LAST  OF  SEVEN 
AUDIT  REPORTS  ISSUED  ON  UNITS  OF  THE  UNIVERSITY  SYSTEM  AND 

ON  THE  Office  of  the  Commissioner  of  Higher  Education.  As  a 

RESULT  OF  THIS  AND  THE  PRECEDING  REPORTS^  MAJOR  CHANGES  HAVE 
BEEN  MADE  IN  THE  UNIVERSITY  SYSTEM. 
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SUMMARY  OF  MAJOR  REPORT 
INCOME  AND  CORPORATE  TAXES 

The  Report  m  Examination  qe  Individual  Income  Tax  anh 
Corporation  Li££M£  anh  Income  Tax  Revenues  and.  Accounts 
Receivable  qe  ihe  Department  qe  Revenue  was  issued  in 
October  1976.  He  found  that  the  State  of  Montana  lost  a 
significant  amount  of  investment  income  because  tax  receipts 

WERE  NOT  properly  DEPOSITED  WITH  THE  StATE  TREASURER'S 

Office,  additionally^  the  department  has  not  met  its  mandate 
TO  penalize  taxpayers  for  not  properly  filing  individual 
income  tax  returns  and  paying  related  taxes.  Also^  many 
taxpayers  were  not  complying  with  the  Montana  estimated  tax 
reouirements. 

We  did  not  find  a  single  case  where  the  Income  Tax 
Division  either  assessed  the  penalty  or  sought  prosecution 

FOR  TAX  evasion^  EVEN  THOUGH  WE  FOUND  CASES  WHERE  TAXPAYERS 
HAD  FAILED  TO  SUBMIT  REQUIRED  INDIVIDUAL  INCOME  TAX  RETURNS 
OVER  A  PERIOD  OF  YEARS.   AlSO>  THE  DEPARTMENT  HAS  NO  EFFECTIVE 
PROCEDURES  TO  DETERMINE  WHICH  TAXPAYERS  FAIL  TO  DECLARE  OR 
PAY  ESTIMATED  TAXES  OR  TO  PENALIZE  THOSE  TAXPAYERS  WHO  FAIL 
TO  PAY  ESTIMATED  TAX. 

We  RECOMMENDED  THAT  THE  DEPARTMENT  IMPLEMENT  ALTERNATIVES 
TO  THE  PRESENT  TAX  RECEIPT  PROCESSING  METHODS  TO  MINIMIZE 
DEPOSIT  DELAYS  AND  THAT  THE  DEPARTMENT  PENALIZE  THOSE  TAXPAYERS 
NOT  MEETING  INCOME  TAX  REQUIREMENTS. 
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SUMMARY  OF  MAJOR  RFPfiRT 
INVESTMENTS 

A  Report  or  Examination  ql  Financial  Statements  of  the 
Board  of  Investments  was  issued  in  July  1976.  The  audit 

RAISED  numerous  ISSUES  ABOUT  THE  MANNER  IN  WHICH  STATE  MONEY 
WAS  DEPOSITED^  INVESTED  AND  ACCOUNTED  FOR.   ThE  REPORT 
QUESTIONED  CERTAIN  PRACTICES  IN  THE  STATE'S  DEALING  WITH 
DEPOSITORY  BANKS  AND  ESTIMATED  THAT  APPROXIMATELY  $'152^000 
IN  INVESTMENT  EARNINGS  WERE  BEING  LOST  ANNUALLY  DUE  TO  THESE 

PRACTICES.  Another  major  audit  finding  was  the  Department 
OF  State  Lands'  overdistribution  of  approximately  $2^447>000 
OF  school  permanent  trust  fund  moneys. 

the  report  also  addressed  the  servicing  arrangements 
between  the  state  and  mortgage  institutions^  distribution  of 
investment  earnings^  investment  management  information 
systems^  control  over  mortgage  investments  and  the  internal 
control  and  accounting  systems  employed  by  the  board. 

The  audit  resulted  in  a  qualified  opinion  on  the 
financial  statements  and  recommendations  which  would 

strengthen  the  state's  INVESTMENT  PROCESS. 
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■SUMMARY  OF  hAJQR  REPORT 
WARM  SPRHCnS  STATF  HOSPITAL 

A  financial/compliance  audit  of  Warm  Springs  State 
Hospital  was  concluded  in  December  1975.  The  Report  qk 
Examination  0£  Financial  Statements  addressed  major  problems 

IN  PAYROLL  operations  AND  PERSONNEL  PRACTICES^  REVENUE 
MANAGEMENT^  FEDERAL  GRANTS^  DISBURSEMENTS^  CANTEEN  AND  CAFE 
OPERATIONS^  SUPPLY  AND  FIXED  ASSET  MANAGEMENT^  RELATIONS 
WITH  A  NON-PROFIT  FOUNDATION^  ACCOUNTING  FOR  PATIENT  FUNDSy 
AND  REIMBURSEMENT  FOR  THE  CARE  AND  TREATMENT  OF  PATIENTS. 

The  AUDIT  RESULTED  IN  AN  ADVERSE  OPINION  ON  THE  FINANCIAL 
STATEMENTS  AND  76  RECOMMENDATIONS  FOR  IMPROVEMENT  IN  THE 
OPERATIONS  OF  THE  HOSPITAL. 
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SUMMARY  OF  MAJOR  REPORT 
EMPLOYMENT  SECURITY  DIVISION 

During  the  biennium>  both  a  financial/compliance  and 
program/performance  audit  were  conducted  involving  the 
Employment  Security  Division  of  the  Department  of  Labor  and 
Industry.  The  program/performance  audit>  Report  qm  jml 
Effectiveness  ql  Financing  mn.  SELECTED  ELIGIBILITY.  Joa 
Search  mh  Benefit  Payment  Operations  qe  ime  UNEMPLOYMENT 
Insurance  Program,  will  be  issued  in  January  1977.  It 
addresses  major  problems  in  the  operation  of  the  unemploy- 
ment insurance  program. 

The  financial/compliance  audit.  Report  or  Examination 
QE  Financial  Statements,  was  issued  in  July  1976.  The  audit 
resulted  in  an  adverse  opinion  on  the  financial  statements 
and  75  recommendations  for  improvement. 

The  report  addressed  several  related  problem  areas 
including  agency  accounting  processes,  agency  bank  accounts, 

AND  THE  PAYMENT  OF  UNEMPLOYMENT  INSURANCE  BENEFITS.   ThESE 
PROBLEMS  RESULT  IN  AN  ANNUAL  LOSS  OF  NEARLY  $117,000  OF 
INVESTMENT  INCOME.   To  ALLEVIATE  INTERNAL  CONTROL  PROBLEMS, 
THE  REPORT  RECOMMENDED  LEGISLATION  BE  SOUGHT  TO  ALLOW  THE 
USE  OF  STATE  WARRANTS  SIGNED  BY  THE  StATE  AUDITOR  FOR  THE 
PAYMENT  OF  UNEMPLOYMENT  INSURANCE  BENEFITS;  ADOPT  THE  USE  OF 
STATE  WARRANTS  FOR  THE  PAYMENT  OF  UNEMPLOYMENT  INSURANCE 
BENEFITS;  AND  TRANSFER  CONTROL  OF  ALL  TREASURY  BANK  ACCOUNTS 

TO  THE  State  Treasurer. 
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INDEX  TO 

REPORTS  ISSUED 

1975  -  1976 


To  order  reports  free  of  oharge^ 

phone  406-449-3122  or  449-3173 

or  mail  requests  to: 

OFFICE  OF  THE  LEGISLATIVE  AUDITOR 

State  Capitol,  Room  135 

Helena,  Montana  59601 


Fi  FCTED  Officials 

Offices  of  the  Governor  and  Lieutenant 

Governor^  October  1976 
Judicial  Branch,  October  1976 
Office  of  the  Secretary  of  State.  October  1976 
Superintendent  of  Public  Instruction  and 

Board  of  Public  Education.  October  1976 


Report  No. 


76C-10 

76C-7 

76C-4 

76C-15 


Board  of  Examiners.  November  1976 
Board  of  Investments.  October  1975 
Board  of  Investments.  July  1976 
State  Tax  Appeal  Board.  December  1976 


76-6 
60 

75-2 
76-7 


Agriculture 

Department  of  Agriculture.  December  1976 


76C-21 
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Reports  Issued  (Continued) 
Business  Regulation 

Department  of  Business  Regulation.  December  1976   76C-22 
Board  of  Milk  Control.  December  1976  50B 

Community  Affairs 

Department  of  Community  Affairs.  December  1976     76C-5 

Education 

Office  of  the  Commissioner  of  Higher  Education 

AND  Board  of  Regents  of  Higher  Education. 

October  1975  66 

Eastern  Montana  College.  June  1975  63 

Library  Commission.  December  1976  76C-23 

Montana  State  University.  Montana  Agricultural 

Experiment  Station.  Montana  Cooperative 

Extension  Service.  February  1976  65 

Northern  Montana  College.  June  1975  62 

School  for  the  Deaf  and  Blind.  February  1976      75C-9 
University  of  Montana.  June  1975  58 

Institutions 

Board  of  Pardons.  November  1976  76-10 

Center  for  the  Aged.  May  1976  75C-13 

Central  Office.  May  1976  75C-8 

Eastmont  Training  Center.  December  1975         75C-4 
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Reports  Issued  (Continued) 

Galen  State  Hospital.  February  1976  75C-12 

Montana  Veterans'  Home.  December  1975  75C-3 

Mountain  View  School.  May  1975  75C-10 

Pine  Hills  School.  December  1975  75C-5 

State  Prison.  November  1976  75C-25 

Swan  River  Youth  Forest  Camp.  December  1975  75C-2 

Warm  Springs  State  Hospital.  December  1975  6^ 

Justice 

Crime  Control  Division.  December  1976  76C-1 

Department  of  Justice.  October  1975  75C-9 

Labor  and  Industry 

Employment  Security  Division.  July  1976  67 

Labor  Standards  Division.  February  1976  75C-7 

Military  Affairs 

Department  of  Military  Affairs.  February  1975  75C-6 

Natural  Resources 

Department  of  Natural  Resources.  October  1976  75-3 

Professional  Licensing 
Department  of  Professional  and  Occupational 

Licensing.  November  1976  76C-20 
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Reports  Issued  (Continued) 
Public  SERVirF  Rfgulatiqn 
Department  of  Public  Services  Regulation, 
October  1976  76C-19 

Income  and  Corporation  Tax  Divisions, 

October  1976  75-1 

Department  of  Revenue,  December  1975  75C-1 
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LEGAL  AUTHORITY 


Constitution 

The  new  State  Constitution,  effective  July  1,  1973,  provides  for 
establishing  control  of  the  state  post-auHit  function  within  the  legis- 
lative branch.   Specifically,  Article  V,  Section  10(4),  Constitution  of 
Montana,  provides  in  part: 

"The  legislature  shall  establish  a  legislative  post-audit 
committee  which  shall  supervise  post-auditing  duties  provided 
by  law." 

The  Legislative  Audit  Act 

The  Legislative  Audit  Act  became  law  as  Chapter  249,  Session  Laws  of 
1967.   The  statutory  authority  and  responsibilities  relating  to  the  legis- 
lative audit  function  are  contained  in  Title  79,  Chapter  23,  R.C.M.  1947, 
and  are  reprinted  here  as  amended  by  Chapter  367,  Session  Laws  of  1974, 
effective  July  1,  1974: 

79-2301.   Title  and  purpose  of  act.   This  act  may  be  cited  as  "The 
Legislative  Audit  Act."   Because  the  legislative  assembly  is  responsible 
for  authorizing  the  expenditure  of  public  moneys,  designating  the  sources 
from  which  moneys  may  be  collected,  shaping  the  administration  to  perform 
the  work  of  state  government,  and  is  held  finally  accountable  for  fiscal 
policy,  the  legislative  assembly  should  also  be  responsible  for  the  audit 
of  fiscal  accounts  and  records  so  that  it  may  be  assured  that  its  directives 
have  been  faithfully  carried  out.   It  is  the  Intent  of  this  act  that  each 
agency  of  state  government  be  audited  for  the  purpose  of  furnishing  the 
legislative  assembly  with  factual  information  vital  to  the  discharge  of 
Its  legislative  duties. 

79-2302.   Definitions.   In  this  act 

(1)  "State  agency"  means  all  offices,  departments,  boards,  commissions, 
institutions,  universities,  colleges,  and  any  other  person  or  any  other 
administrative  unit  of  state  government  that  spends  or  encumbers  public 
moneys  by  virtue  of  an  appropriation  from  the  legislative  assembly,  or 

that  handles  money  on  behalf  of  the  state,  or  that  holds  any  trust  or 
agency  moneys  from  any  source. 

(2)  "Committee"  means  the  legislative  audit  committee. 
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79-2303.1.   Legislative  audit  committee  created.   (1)  There  is  hereby 
created  a  legislative  audit  committee  which  shall  be  a  permanent  joint 
committee  of  the  legislative  assembly. 

(2)  There  is  hereby  created  and  established  the  office  of  the  legis- 
lative auditor.   The  director  of  this  office  shall  be  responsible  for 
performing  the  duties  imposed  by  this  act. 

79-2304.   Legislative  audit  committee — appointment  and  term  of  members- 
officers.   The  legislative  audit  committee  consists  of  four  (4)  members  of 
the  Senate  and  four  (4)  members  of  the  House  of  Representatives  appointed 
before  the  sixtieth  legislative  day  of  the  first  session  of  the  biennium 
in  the  same  manner  as  standing  committees  of  the  respective  houses  are 
appointed.   A  vacancy  on  the  committee  occurring  when  the  legislative 
assembly  is  not  in  session  shall  be  filled  by  the  selection  of  a  member 
of  the  legislative  assembly  by  the  remaining  members  of  the  committee. 
No  more  than  two  (2)  of  the  appointees  of  each  house  shall  be  members  of 
the  same  political  party.   A  member  of  the  committee  shall  serve  until  his 
term  of  office  as  a  legislator  ends  or  until  the  end  of  the  sixtieth  legis- 
lative day  of  the  second  session  of  the  biennium  following  his  appointment 
or  until  his  successor  is  appointed,  whichever  occurs  first.   The  committee 
shall  elect  one  of  its  members  as  chairman  and  such  other  officers  as  it 
deems  necessary. 

79-2305.   Meetings.   The  committee  shall  meet  as  often  as  may  be 
necessary  ,  during  and  between  legislative  sessions,  to  advise  and  consult 
with  the  legislative  auditor.   Committee  members  shall  be  reimbursed  from 
the  appropriation  to  the  office  of  the  legislative  auditor  for  their  actual 
and  necessary  expenses  incurred  as  a  result  of  interim  meetings,  and  paid 
compensation  as  provided  by  law  for  interim  standing  committees. 

79-2307.   Appointment  and  qualifications  of  legislative  auditor.   The 
committee  shall  appoint  the  legislative  auditor  and  set  his  salary.   The 
legislative  auditor  shall  hold  a  degree  from  an  accredited  college  or 
university  with  a  major  in  accounting  or  an  allied  field  and  shall  have 
at  least  two  (2)  years  experience  in  the  field  of  governmental  accounting 
and  auditing. 

79-2308.   Appointment  of  employees,  consultants,  and  legal  counsel. 
The  legislative  auditor  may  appoint  whatever  employees  and  consultants  are 
necessary  to  carry  out  the  provisions  of  this  act,  within  the  limitations 
of  legislative  appropriations.   The  legislative  auditor  may  employ  legal 
counsel  to  conduct  proceedings  under  this  act. 

79-2309.   Term  and  removal  of  legislative  auditor.   The  legislative 
auditor  is  solely  responsible  to  the  legislative  assembly.   He  shall  hold 
office  for  a  term  of  two  (2)  years  beginning  with  July  1  of  each  odd  num- 
bered year.   The  committee  may  remove  him  for  misfeasance,  malfeasance  or 
nonfeasance  in  office  at  any  time  after  notice  and  hearing. 
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79-2310.   Duties  of  legislative  auditor.   The  legislative  auditor 
shall 

(1)  Audit  the  financial  affairs  and  transactions  of  every  state 
agency. 

(2)  Make  a  full,  complete  and  written  report  of  each  audit.   A  copy 

of  each  report  shall  be  furnished  to  the  state  department  of  administration, 
to  the  state  agency  which  is  audited,  to  each  member  of  the  committee,  and 
to  the  legislative  council. 

(3)  Report  immediately  in  writing  to  the  attorney  general  and  the 
governor  any  apparent  violation  of  penal  statutes  disclosed  by  the  audit 
of  a  state  agency,  and  furnish  the  attorney  general  all  information  in 
his  possession  relative  to  the  violation. 

(4)  Report  immediately  in  writing  to  the  governor  any  instances  of 
misfeasance,  malfeasance  or  nonfeasance  by  a  state  officer  or  employee 
disclosed  by  the  audit  of  a  state  agency. 

(5)  Report  immediately  to  the  surety  upon  the  bond  of  any  official  or 
employee  when  an  audit  discloses  a  shortage  in  the  accounts  of  the  official 
or  employee.   The  failure  to  notify  the  surety  does  not  release  the  surety 
from  any  obligation  under  the  bond. 

(6)  Report  to  the  legislative  assembly  during  the  first  week  of  each 
regular  session  in  odd  numbered  years.   Each  biennial  report  shall  contain, 
among  other  things,  copies  of,  or  summaries  of  audit  reports  on  state  agencies 
and  any  recommendations  relating  to  such  reports. 

(7)  Have  the  authority  to  audit  records  of  organizations  and  individuals 
receiving  grants  from  or  on  behalf  of  the  state  to  determine  that  the  grants 
are  administered  in  accordance  with  the  grant  terms  and  conditions.   In  each 
instance  when  a  state  agency  enters  into  an  agreement  to  grant  resources 
under  its  control  to  others,  the  agency  must  obtain  the  written  assent  of 
the  grantee  to  this  audit  access  provision  consenting  to  an  audit  of  such 
grantee. 

79-2311.   Audit  standards  and  objectives.   The  objectives  of  audits  of 
state  agencies  conducted  by  the  legislative  auditor  are  to  determine  whether 

(1)  The  agency  is  carrying  out  only  those  activities  or  programs 
authorized  by  the  legislative  assembly  and  is  conducting  them  efficiently 
and  effectively. 

(2)  Expenditures  are  made  only  in  furtherance  of  authorized  activities 
and  in  accordance  with  the  requirements  of  applicable  laws  and  regulations. 
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(3)  The  agency  collects  and  accounts  properly  for  all  revenues  and 
receipts  arising  from  its  activities. 

(A)  The  assets  of  the  agency  or  in  its  custody  are  adequately  safe- 
guarded and  controlled  and  utilized  in  an  efficient  manner. 

(5)  Reports  and  financial  statements  by  the  agency  to  the  governor, 
the  legislative  assembly,  and  central  control  agencies  disclose  fully  the 
nature  and  scope  of  the  activities  conducted,  and  provide  a  proper  basis 
for  evaluating  the  agency's  operations. 

79-2311.1.   Legislative  auditor  to  assist  legislative  assembly  during 
sessions.   During  sessions  of  the  legislative  assembly,  the  legislative 
auditor  and  his  staff,  when  requested,  shall  assist  the  legislative  assem- 
bly, its  committees,  and  its  members  by  gathering  and  analj'zing  information 
relating  to  the  fiscal  affairs  of  state  government. 

79-2312.   Recommendations  of  legislative  auditor.   The  reports  of  the 
legislative  auditor  may  include  comments,  recommendations  and  suggestions, 
but  he  shall  have  no  power  to  enforce  them  nor  shall  he  otherwise  influence 
or  direct  executive  or  legislative  action. 

79-2314.   Information  from  state  agencies.   (1)  All  stats  agencies 
shall  aid  and  assist  the  legislative  auditor  in  the  auditing  of  books, 
accounts  and  records. 

(2)  The  legislative  auditor  may  examine  at  any  time  the  books,  accounts 
and  records,  confidential  or  otherwise,  of  a  state  agency;  however,  this 
shall  not  be  construed  as  authorizing  the  publication  of  information  which 
the  law  prohibits  publishing. 

(3)  The  head  of  each  state  agency  shall  immediately  notify  the  legis- 
lative auditor  in  writing  upon  the  discovery  of  any  larceny,  or  embezzlement, 
actual  or  suspected  involving  state  moneys  or  property  under  his  control  or 
for  which  he  is  responsible. 

79-2315.   Attorney  general  shall  prosecute.   The  attorney  general  shall 
conduct  on  behalf  of  the  state,  all  prosecutions  for  public  offenses  dis- 
closed by  an  audit  of  a  state  agency  performed  by  the  legislative  auditor. 
If  the  attorney  general  shall  decline  such  prosecution  or  shall  fail  to 
commence  action  on  a  public  offense  within  a  reasonable  time  the  county 
attorney  of  the  appropriate  county  shall  conduct  on  behalf  of  the  state 
such  prosecution. 
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BlipfiFT  REPORT 

lQ7^-77  RIFNNIUM 

1975-76 

1976-77 

Actual 

Estimated 

Audit  Program 

Expenditures: 

Personal   Services 

$474,936 

$     619,437 

Operating  Expenses 

64,262 

94.795 

CPA  Contract   Audit   Program 

105,677 

324.803 

Equipment 

Total 

5.644 
$650,519 

6,196 
$1,045,231 

Funding: 

General  Fund  Appropriation 

$571,069 

$     862,006 

CPA  Contract  Revolving  Fund 
Total 

79.450 
$650,519 

183,225 
$1,045,231 
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